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For the first time since the debt crisis of the 1980s, debate is growing over proposals to seek a
pardon on at least part of the region's foreign debt. Nevertheless, despite novel proposals by some
organizations for mediation by the World Court at The Hague, Latin American and Caribbean
governments are unlikely to embrace any new motions to collectively negotiate their debt burdens
with creditor governments and lending institutions.
Since the late 1980s, most of the large debtor nations in the region have successfully renegotiated
their debt obligations under terms of the "Brady Plan," named after former US treasury secretary
Nicholas Brady. The Brady Plan allows countries to reduce a portion of their commercial debt, while
restructuring the terms and time period for repayment on the remaining debt. Under the plan, most
creditors converted their loans into "Brady bonds," which are dollar-denominated certificates that
were either issued at a substantial discount compared with the value of the original loans or were
issued with a much lower yield than the former loans.
According to the Washington Report on the Hemisphere, a biweekly publication by the Council on
Hemispheric Affairs (COHA), the face value of outstanding Brady bonds which are backed with US
treasury securities held in trust is currently over US$140 billion, representing about one-fourth of
the region's total foreign debt. About 85% of the Brady bonds were issued by just four countries:
Mexico, Brazil, Venezuela, and Argentina. Some countries in the region are still renegotiating
their debts through the Brady Plan. Peru, for example, has been renegotiating its US$32 billion
commercial debt for more than two years, and it expects to come to a final agreement to convert the
debt into Brady bonds by the end of 1996.
As a result of the Brady Plan which commits the debtor nations to strict fiscal and monetary
adjustment programs that strengthen their ability to repay their debts the credit ratings for most
countries have greatly improved, allowing Latin American and Caribbean countries to contract new
loans from multilateral and commercial sources. That, in turn, has led to a steady increase in the
total foreign debt during the first half of the 1990s. According to the World Bank, the total regional
debt reached US$587 billion by year-end 1995, representing an increase of about US$146 billion,
or 33%, compared with 1991, when the foreign debt stood at US$441 billion. Consequently, Latin
America and the Caribbean now constitute the most indebted region in the world.
Moreover, despite restructuring under the Brady Plan, the terms of repayment on the debt are
still much worse than for any other developing region with the exception of sub-Saharan Africa.
The World Bank estimates that the regional foreign debt is equivalent to about 40% of GDP, while
the ratio of debt to exports of goods and services is 254%. In the rest of the developing world, the
corresponding ratios are 38% and 150%, respectively. Debt servicing in Latin America accounts for
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30.3% of the value of regional exports, compared with 16.3% in the rest of the developing world
combined, and just 10.7% in the Asia-Pacific region (see NotiSur, 04/11/96). The region's growing
reliance in recent years on short- term loans from private investors has greatly contributed to poor
repayment terms on the debt. Rock-bottom interest rates in the advanced industrialized countries
during most of the current decade, combined with extremely lucrative rates of return offered by
Latin American countries to attract foreign capital, led to a surge in foreign private investment in
short-term government bonds.
In fact, according to a new report by West Merchant Bank on capital flows to Latin America during
the first half of 1996, investment in regional government bonds is expected to reach a new record
this year. During the first semester, gross investment in regional bonds totalled US$22 billion,
nearly equal to the US$23 billion in bonds sold throughout all of 1995, and only US$4 billion
below the record US$26 billion in bonds sold in 1993. "The rate of investment will likely decline
during the second semester of the year given the recent rise in US interest rates," reads the report.
"Nevertheless, given the level of investment already reached in the first semester, by the end of the
year gross investment in bonds will easily surpass the previous annual record established in 1993."
Heavy reliance on such short-term, volatile loans largely contributed to the financial crisis that
exploded in Mexico in late 1994, which had a ripple effect on most other countries in the region,
especially Argentina and Brazil. Because most governments do not have the resources to repay
outstanding bonds as they come due, the large debtor nations have generally rolled the bonds
over into new certificates, often with longer repayment periods but higher yields, thus increasing
the debt even more while aggravating already difficult repayment terms. In the case of Mexico,
when investors lost confidence in the government's economic program, they refused to purchase
new bonds when their certificates expired, pushing Mexico to the verge of default on its debt (see
NotiSur, 01/12/95, 02/02/95, 02/23/95, 03/16/95, and 05/25/95).
Given the steady increase in the foreign debt and the severe repayment terms, regional debate
is now growing for the first time since the debt crisis of the 1980s about proposals to declare the
foreign debt "unpayable." On Aug. 15-17, the Latin American Parliament (PARLATINO) sponsored
a conference in Caracas attended by legislators from around the Americas to consider new collective
strategies for dealing with the regional debt. At the close of the conference, the participants agreed
to seek the support of their governments for an initiative that calls for UN mediation between debtor
nations and creditors. In particular, PARLATINO proposes that Latin American and Caribbean
countries begin to renegotiate some aspects of the debt as a united bloc, and that the first combined
action be a request that the World Court at The Hague examine the legality of some of the terms and
conditions of the debt.
According to Pablo Medina, a Venezuelan legislator who addressed the conference, the majority
of the debt should simply be pardoned because of the immense amount already spent on servicing
the debt since the early 1980s. Medina estimates that, as of this year, the region had paid out a total
of US$648 billion in principal and interest to creditors. Nevertheless, rather than decrease the total
foreign debt, it has grown to nearly US$611 billion by mid-1996, up from about US$426 billion in
1987. Argentina, for example, owed about US$27 billion in 1980. But by 1993 that country's debt
had mushroomed to US$70 billion, even though the government paid out about US$48 billion in
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principal and interest to creditors. And, in Venezuela, the government has made about US$40 billion
in payments on its debt since 1980. Nevertheless, the total debt in that country has grown from about
US$20 billion to more than US$27 billion. "The truth is, the debt has already been paid several times
over," said Medina. "Let's stop acting like sheep that just keep walking into the slaughter house with
our heads bowed."
PARLATINO specifically proposes that the World Court examine the legality of creditors' unilateral
increases in interest rates, which has led to a sharp jump in the value of the debt owed by the region
compared with the value of the loans originally contracted. "The unilateral increase in interest rates
is usurious because the rate hikes have pushed yields up to historic levels that are far more than
originally agreed upon when loans were made," said Argentine legal expert Miguel Angel Espeche,
who also addressed the conference. "The incrimination of usurers is a general principle that applies
to domestic and international law, and, as such, the World Court at The Hague should agree to
review our case."
In a separate but related development, in early August the Latin American Bishops' Council
(Consejo Episcopal Latinoamericano, CELAM) also released a new position paper that calls on
creditor governments and institutions to either completely or partially pardon the regional debt.
"With all the interest payments that regional governments have made, the debt has basically already
been paid off," said Carlos Santiago Granados, executive secretary of CELAM's communications
department. "The debt problem is so immense that any country in the region that attempts to pay
its debt basically has to give up hope for social development because of the huge resources that are
drained from the country."
According to Granados, the bishops' position on the debt forms part of a new effort by CELAM to
push for greater governmental action to attack poverty and social injustice in the Americas. The
bishops' council is currently drawing up a "Global Plan for the Dawn of the Third Millennium,"
which lays out CELAM's primary concerns and areas for church action during the 1996-2000
period. "The gap between rich and poor grows every day," reads CELAM's new paper. "Regional
integration and economic adjustment measures have had negative consequences on the least
favored sectors of society. Despite the economic growth rates registered in some Latin American
countries, in those same nations there are concerning signs that poverty is growing. We are
beginning to wonder whether the current economic model is one that works for only a few while
excluding the majority."
According to Granados, as part of CELAM's focus on poverty and social injustice, the bishops plan
to lobby creditor governments and lending institutions to either pardon the debt outright or greatly
alleviate the terms of repayment to allow Latin American and Caribbean nations to redirect their
resources into social development. CELAM is planning to meet with the heads of such institutions
as the International Monetary Fund (IMF) and the World Bank, as well as representatives from the
advanced industrialized countries. Still, notwithstanding the growing debate over the debt and the
new initiatives by PARLATINO, it is unlikely that regional governments would agree to collective
action on the debt anytime soon. Indeed, most governments continue to renegotiate their obligations
individually, generally opting for market solutions to their debt burdens that, for the most part,
simply allow them to swap longer repayment periods for even greater debt.
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According to COHA, for example, improved credit ratings of many Latin American countries is
encouraging them to raise new debt by exchanging Brady bonds for conventional bonds with
longer maturities. In May, for instance, Mexico exchanged US$1.75 billion of Brady bonds for 30year conventional bonds. Unlike the Bradies, the principal on the new bonds are not backed by US
Treasury certificates, so the new bonds offer a higher yield to cover the added risk of repayment.
"We are very far from any collective renegotiation of the debt by regional governments," said Juan
Adolfo Singer, president of PARLATINO. "Still, it may be possible to seek similar positions on some
basic issues that could eventually lead to regional accords that strengthen our hand in negotiations
with creditors. The creditors are very united, and that should serve as a good lesson for us. It would
be great if we could do the same, because, until now, our negotiating strategies have failed, and
the foreign debt has only increased." (Sources: Reuter, 07/21/96; Excelsior, 07/21/96, 07/23/96,
08/04/96, 08/06/96; Agence France-Presse, 07/22/96, 08/15/96, 08/17/96; Inter Press Service, 08/07/96,
08/17/96, 08/24/96; New York Times, 08/30/96; Washington Report on the Hemisphere, Council on
Hemispheric Affairs, 09/01/96)
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